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Delivering insurance to low-income 
households
Lack of insurance is recognised as a key indicator of financial exclusion 
in the UK, and the government is encouraging thinking on how it can 
be tackled. Community development finance institutions (CDFIs) have 
a UK-wide presence, and have experience of offering financial products 
to financially excluded, low-income consumers. This paper explores 
whether they could become effective suppliers of home contents 
insurance and life insurance to their current, and prospective, clients. 
Key findings
There is a latent demand among target clients of CDFIs. However, insurance is felt to be 
too costly, and many low-income individuals do not trust insurers. Current mainstream 
policies are not suited to the needs of low-income customers, who require policies that 
can be paid for in cash and, for house contents insurance, have no excess, and have a low 
sum-insured value. 
In terms of supply, a review of UK and international experience among microfinance 
institutions found that economies of scale and bargaining power were needed to 
obtain affordable insurance policies for their clients. UK schemes have found that it is 
important to offer insurance policies that are tailored to the needs of financially excluded 
clients rather than simply brokering mainstream insurance policies.
International experience suggests that life and credit life insurance are relatively easy 
to administer and there is limited risk of insurance fraud. Also, in the UK the delivery 
of life insurance through industrial branch insurance companies was very popular, 
suggesting a historical appeal to low-income consumers.
Key recommendations
n   In light of the obvious risks to the reputation of a 
CDFI if an insurance delivery scheme fell short of the 
expectations of its clients, and because CDFIs currently 
lack scale and bargaining power, the research team 
does not recommend that they offer home contents 
insurance for the time being. 
n   The research team recommends instead that CDFIs 
examine the feasibility of a combined credit life and 
term life policy linked to the loan term. 
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Policy context
Low-income households in the UK are more likely 
than wealthier households to experience crime, 
illness and premature death, and they also find 
it difficult to sustain and increase their income 
through the labour market. Yet, a much lower 
proportion of low-income households and tenants 
possess either home contents or life insurance, 
compared with all UK households, home-owners 
and wealthier households.
Lack of insurance is most often due to tenancy 
status, low income and exclusion from mainstream 
financial services, such as bank accounts and loans. 
Financially excluded consumers often want to pay 
cash for policies, and for house contents insurance 
they require policies with no ‘excess’ payments that 
will insure small minimum sums. Such policies 
are not widely available in the mainstream market, 
especially not since the demise of industrial 
branch insurance in the 1980s. Industrial branch 
insurance was a term life insurance policy offered 
at a low premium collected by an agent at the 
door and was very popular among low-income 
households in the UK.
National government policy has centred on 
increasing the uptake of ‘insurance with rent’ 
schemes among social housing tenants. Part of the 
remit of the Financial Inclusion Champions – a 
programme run by the Department for Work and 
Pensions to build and coordinate partnerships 
to promote financial inclusion – is to work 
with housing associations and social landlords 
in specific geographical areas to increase the 
supply and take-up of appropriate home contents 
insurance schemes.
About the study
CDFIs have a UK-wide presence and have 
experience of offering insurance products to 
financially excluded, low-income consumers. It is 
possible that they could therefore play an effective 
role in increasing the take-up of home contents 
and life insurance among low-income households.
This study by Community Finance Solutions, a 
research and development unit at the University 
of Salford, explored the feasibility of CDFIs 
acting as insurance intermediaries. The focus of 
the study was mainly on home contents and life 
insurance because of their relevance to low-income 
households’ circumstances.
The project ran focus groups with 31 actual 
and potential CDFI clients to explore the 
potential demand for insurance products; it also 
reviewed the experiences and practices of eight 
international and UK insurance schemes aimed at 
financially excluded individuals. Finally, in order 
to understand the legal opportunities and barriers 
for the provision of insurance through CDFIs, the 
regulatory framework for insurance provision was 
examined.
Demand for insurance policies
Only eight out of the 31 focus group participants 
already had home contents insurance. These eight 
were, with one exception, home-owners and they 
were mostly older households without children. 
For those without home contents insurance, the 
reasons given for not having it were that it was too 
costly, that they had not got around to organising 
it, that they did not trust the insurer and that they 
did not like the principles of insurance.
Only three of the focus group participants had life 
insurance, though several focus group participants 
expressed an interest in acquiring such a policy. 
The low proportion of participants with life 
insurance can partly be explained by the fact that 
most of the home-owners were not the main 
earners.
Focus group participants wanted affordable, simple 
and comprehensive insurance products covering 
all eventualities, including breakdown cover for 
household appliances. Face-to-face sales were 
preferred, so that the products could be explained 
to them in detail. They wanted to feel able to 
trust that the insurer would pay out in the event 
of a claim and that the claims process would be 
respectful and would not stigmatise claimants.
The national picture
The experience of UK insurance schemes targeting 
people who are financially excluded suggests that 
simply brokering mainstream financial products is 
not necessarily a viable approach because policies 
end up being more costly for the user and not 
adjusted to the needs of financially excluded 
consumers. Conversely, social housing landlords 
are able to secure lower premiums and more 
appropriate policies because they negotiate tenant 
insurance along with other forms of insurance, 
giving them considerable bargaining power.
However, national statistics suggest that existing 
social housing schemes have done little to reduce 
the proportion of social housing tenants without 
home contents insurance, which has remained 
stable over the past decade.
Representatives from insurers, charities and social 
housing landlords that offer schemes aimed at 
financially excluded households highlighted four 
factors affecting take-up:
•	 Many	low-income	households	do	not	trust	
insurers to pay out claims.
•	 Low-income	households	believe	that	they	do	
not have enough assets to warrant taking out a 
home contents insurance policy.
•	 Many	tenants	mistakenly	believe	that	they	
and the contents of their accommodation are 
protected against a range of incidents, such as 
leaking pipes, by the landlord.
•	 Many	elderly	tenants,	who	are	more	likely	to	
take out insurance, have already taken out 
a home contents insurance policy with Age 
Concern.
The international picture
A review of the experiences and practices of 
international and UK microfinance institutions, 
which offer financial services to low-income 
clients, found that their key challenges were 
motivating staff to sell insurance and fitting the 
marketing and selling of insurance alongside their 
existing tasks. Potential solutions used by the case 
study microfinance institutions included offering 
bonuses and putting in place a simple and quick 
method for explaining and selling insurance.
A large client base is crucial for microfinance 
institutions to be able to offer affordable policies 
to their clients. All those reviewed had more than 
3,000 clients and the majority had more than 
100,000. One also had a centralised back-office 
system that enabled them to reduce the cost per 
policy. The creation of a joint back-office system 
between UK CDFIs could potentially be one way 
to reduce policy costs.
Not all the lessons from international microfinance 
institutions can be immediately applied by UK 
CDFIs. Many of the case study microfinance 
institutions offer policies that their borrowers have 
to take out, because such compulsory policies 
avoid adverse selection (when only households at 
a high risk of an event take out insurance, leading 
to higher than expected claims), increase uptake 
and reduce administrative costs. However, CDFIs 
are unlikely to offer such products because they 
run counter to the goal of empowering clients to 
access financial products corresponding to their 
particular needs.
The regulatory framework
The regulatory implications for CDFIs if they were 
to get involved in insurance mediation are not 
immediately clear. It is possible that CDFIs may 
be exempt from regulation. The exclusions from 
regulation are largely contained in the ‘by way of 
business’ test, which tries to distinguish insurance 
intermediation carried out for business purposes 
for commercial gain, from intermediation that is 
really a by-product of some other activity. In this 
case, the CDFIs would only need to report that 
they are within the parameters for exemption.
However, if CDFIs were to become regulated, they 
would have to report regularly to the Financial 
Services Authority concerning financial status, 
human resources and management systems. 
Although they currently carry out limited 
reporting in relation to Department for Work and 
Pensions funding and have to comply with relevant 
regulation under the Consumer Credit Act, 
becoming regulated under the Financial Services 
Authority would most likely lead to a substantial 
increase in the regulatory burden and additional 
cost.
 
Key recommendations
Home contents insurance
The research team does not recommend that CDFIs offer home contents insurance for 
the time being, despite government emphasis on increasing the proportion of households 
that possess it.
n   There is a risk that the reputation of CDFIs could be adversely affected. 
n   There are serious doubts as to whether CDFIs would be able to achieve affordable 
home contents insurance policies.
n   Existing schemes could meet the demand of uninsured households if better designed 
and marketed. For example, the payment of insurance premiums with rent would 
increase the uptake of existing social housing insurance schemes.
Life insurance
It is recommended that CDFIs examine the potential for offering a voluntary, combined 
life and credit life insurance policy.
n   Term life insurance policies have proven to be a popular and effective risk 
management strategy.
n   Claims processing is in most cases more straightforward and less controversial, which 
reduces the risk to reputation. 
n   Insurance fraud is less likely compared with other insurance products.
n   Although the lack of economies of scale may reduce affordability, CDFIs may overcome 
this by linking the insurance policy to the loan term, thereby reducing costs.
Further information
This summary is available in print and as a pdf from Friends Provident Foundation 
(foundation.enquiries@friendsprovident.co.uk and www.friendsprovidentfoundation.org). 
The full report, Developing models for delivering insurance through CDFIs: Opportunities 
and risks by Karl Dayson, Pål Vik and Aidan Ward, is available as a pdf from the University 
of Salford at www.communityfinance.salford.ac.uk. 
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